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INTRODUCTION 

The modern co rpora t ion  i s  analyzed i n c r e a s i n g l y  as an o r g a n i z a t i o n  
which seeks  t o  economize on t r a n s a c t i o n s  c o s t s  (Williamson 1981). A t  t h e  
same time, t h e  commercial seafood i n d u s t r y  has been a frequent  s u b j e c t  f o r  
economic a n a l y s i s  because of compet i t ive imper fec t ions  a s s o c i a t e d  w i t h  
j o i n t  use of a n a t u r a l l y  a v a i l a b l e  r e source  (Sissenwine 1982). However, 
t h e  r o l e  of seafood marketing f i r m s  i s  less s t u d i e d  al though t h e i r  bus iness  
p r e c i s e l y  i s  t o  handle t r a n s a c t i o n s  i n  a n  i n d u s t r y  b e s e t  by u n c e r t a i n t y ,  
r i s k ,  and product ive i n e f f i c i e n c i e s  (Wilson 1980). 

The purpose of t h i s  paper i s  t o  e x p l o r e  a market w i t h  mixed product 
forms. The con tex t  i s  t h e  seafood market of H a w a i i  b u t  obse rva t ion  of 
o t h e r  seafood markets sugges t s  t h a t  t h e  case can be  general ized.  Further- 
more, t h e  seafood case may be  extended t o  markets f o r  o t h e r  f r e s h  ag r i cu l -  
t u r a l  products,  such as vege tab le s ,  f r u i t s ,  and f lowers ,  where q u a l i t y  is a 
major concern. F ina l ly ,  t h e  case may be g e n e r a l i z e d  f u r t h e r  t o  any market 
where information and product q u a l i t y  are important  (Smith and Smith 19851, 

Wholesale seafood f i r m s  engage i n  a range of bus iness  f u n c t i o n s  
through which they i n t e r n a l i z e  t r a n s a c t i o n  c o s t s ,  These c o s t s  i n c l u d e  
those  a s s o c i a t e d  w i t h  high-frequency exchange of heterogeneous p roduc t s  
(mul t ip l e  agreements and documentation), i nven to ry  and l i q u i d i t y  c o s t s  of 
u n c e r t a i n  supply condi t ions,  and a range of t r a n s a c t i o n s  s p e c i f i c  i nves t -  
ments p e r t a i n i n g  t o  communication, t r a n s p o r t a t i o n ,  and c o n t r a c t i n g .  Whole- 
sa le  seafood d e a l e r s  a l s o  i n t e r n a l i z e  t h e  c o s t s  of determining market 
p r i c e s  and q u a n t i t i e s  demanded a t  d e c e n t r a l i z e d  f i n a l  exchange l o c a t i o n s .  

Market (equi l ibr ium) p r i c e s  e x i s t  b u t  are seldom observed, e s p e c i a l l y  
a t  t h e  wholesale  l e v e l .  Wholesale f i r m s  are  e f f e c t i v e l y  r e s p o n s i b l e  f o r  
t r a n s m i t t i n g  information on supply and demand c o n d i t i o n s  t o  bo th  ends of 
t h e  market ( H i r s h l e i f e r  and Riley 1979). 
t o  i m p l i c i t  c o n t r a c t i n g  and t o  f o r e c a s t i n g  market t r ends ,  all of which are 
c e n t r a l  t o  t h e  information b a s i s  of t h e  f i r m  (Coase 19371, 

They a l s o  are l o c a t e d  c e n t r a l l y  

i 

Wholesale seafood f i r m s  reduce t h e  number of s e p a r a t e  b u s i n e s s  t rans-  
a c t i o n s  r equ i r ed  i n  t h e  open market (%.e., between f i rms)  and t h u s  reduce 
t h e  o v e r a l l  c o s t  of d i s t r i b u t i o n .  These f i rms  a l s o  h e l p  manage t h e  r isk 
a s s o c i a t e d  w i t h  seafood h a r v e s t i n g  through t h e i r  i n v e n t o r i e s  and a r b i t r a g e  
(Lim 1981). 
s p e c u l a t i v e  f u n c t i o n s  i n  r e s p e c t  tc u n c e r t a i n  supply c m d i t i o n s ,  Wholesale 
f i r m s  allow product ion u n i t s  ( L e . ,  f i s h i n g  vessels) t o  be used i n  optimal 
product ion schedules  by absorbing v a r i a t i o n s  i n  h a r v e s t i n g  levels, w i t h i n  
t h e  l i m i t s  of processing and d i s t r i b u t i n g  c a p a b i l i t i e s ,  

Wholesale seafood i n v e n t o r i e s  t ake  on bo th  p recau t iona ry  and 

F i n a l l y ,  wholesale  f i r m s  can minimize t h e  c o s t s  a s s o c i a t e d  w i t h  s e l f -  
i n su rance  a g a i n s t  product ion i r r e g u l a r i t i e s  and p e r i s h a b l e  i n v e n t o r i e s  by 
d i v e r s i f y i n g  t h e  range of products  they handle  and t h e  range of producers  
from whom they purchase. Th i s  e f f e c t i v e l y  pools  t h e  r i s k  of several 
product l i n e s  and producers. I n  t h i s  they a l s o  o f f e r  g r e a t e r  advantages of 
scope (i .e. ,  product d i v e r s i t y )  than could be ob ta ined  by i n d i v i d u a l  
producer u n i t s .  (Panzor and W i l l i g  1981). 
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These advantages are no t  w i thou t  c o s t s  t o  t h e  h a r v e s t e r  and retailer. 
and they are not  wi thout  c o s t  t o  t h e  wholesaler .  The who lesa l e r s  c o n t r o l  
t h e  information flow (Grossman and S t i g l i t z  1976) and g e n e r a l l y  are more 
concentrated than e i t h e r  s u p p l i e r  o r  demander. I n  many s i t u a t i o n s  " b i l a t -  
eral exchange" (i.e..  s i t u a t i o n s  of i m p l i c i t .  nonmarket c o n t r a c t )  dominate 
t h e  r e l a t i o n s h i p  between t h e  harvester and wholesaler .  I n  t h e s e  s i t u a -  
t ions.  i n fo rma t iona l  i n e f f i c i e n c i e s  may diminish t h e  q u a l i t y  of t h e s e  
t r a n s a c t i o n s  and t h e  q u a l i t y  of t h e  product (Wilson 1980) . l  

The e f f i c a c y  of wholesa le  seafood d e a l e r s  i n  meeting t h e  t r a n s a c t i o n a l  
needs of t h e i r  market depends t o  a s u b s t a n t i a l  e x t e n t  on t h e i r  i n s t i t u t i o n a l  
s e t t i n g .  I n  many cases t h e  seafood i n d u s t r y  i s  h igh ly  r eg iona l i zed .  s m a l l .  
parochial .  and o l i g o p o l i s t i c .  I n  o the r  s i t u a t i o n s  t h e  wholesale  market i s  
dominated by p rocesso r s  who have no i n c e n t i v e s  t o  exp lo re  a l t e r n a t i v e  
marketing arrangements. It  appears  t h a t  a combination of compe t i t i ve  auc- 
t i o n s  and b i l a t e r a l  exchange i s  a s o l u t i o n  t o  improving t h e  t r a n s a c t i o n a l  
q u a l i t y  of the market. 

THE HAWAII MAFXET 

The Hawaii seafood market. al though c o n s t r a i n e d  on a n a t i o n a l  and 
i n t e r n a t i o n a l  level by i t s  re la t ive  s i z e  and geographical  l o c a t i o n ,  has been 
a b l e  t o  t a k e  advantage of a number of market c h a r a c t e r i s t i c s  t o  create an 
e f f i c i e n t .  high product q u a l i t y  market. The H a w a i i  market involves:  

1) a spo t  market ( t h e  auc t ions )  which c e n t r a l i z e s  pr ice-quant i ty-  
q u a l i t y  in fo rma t ion  f o r  f r e s h  f i s h ;  

2) b i l a t e r a l  arrangements between i n d i v i d u a l  commercial h a r v e s t e r s  
and wholesale  d e a l e r s  t o  compensate f o r  f l u c t u a t i o n s  i n  market 
supply; 

3 )  i n t e g r a t i o n  of f r e s h  and f rozen  p roduc t s  sales. and domestic and 
imparted product.  t o  a l low ready s u b s t i t u t i o n ,  c o n s o l i d a t i o n  of 
d i s t r i b u t i o n  channels,  and reduced r isk;  and 

4) development of s p e c i a l i z e d  export  markets i n  h igh  valued product 
which expands the scope and range of t h e  domestic market. t hus  
"amortizing" t h e  average t r a n s a c t i o n  c o s t s .  

H a w a i i ' s  domestjc f i s h e r y  and seafood a s r k e t s  are  l i m i t e d  i n  s i z e  biit 
not  i n  scope. The fresh f i s h  wholesale  market c o n s i s t s  of 2.300 t (5 m i l l i o n  
l b )  annual ly  of l o c a l l y  ha rves t ed  oceanic  and bottom dwell ing s p e c i e s  i n  
myriad v a r i e t y  and 3.600 t (8 m i l l i o n  l b )  of imported f r e s h  f i s h .  These 
are s o l d  t o  a l o c a l  r e t a i l  market w i t h  p e r  c a p i t a  consumption s u b s t a n t i a l l y  
above average and a growing t o u r i s t  market (Hudgins 1981; Cooper and Pooley 

I n t e r e s t i n g l y  Wilson 's  i n v e s t i g a t i o n s  have helped l e a d  t o  t h e  
development of an a u c t i o n  based seafood marketing complex i n  New England. 

1 



3 

1982). 
than t h e  average f o r  f r e s h  f i s h  i n  the United States  as a whole. However, 
H a w a i i  i s  a l s o  a s u b s t a n t i a l  consumer of f rozen  seafood, approximately 
5000 t (12 m i l l i o n  l b ) ,  mostly imported (not  d i f f e r e n t i a t e d  between fo re ign  
imports  and purchases from mainland U. S. s u p p l i e r s ) .  The wholesa le  
marketing network i s  i l l u s t r a t e d  i n  Table 1. There i s  a l s o  s u b s t a n t i a l  
d i r e c t  purchasing from t h e  U.S. mainland by r e t a i l  f i rms ,  such as 
supermarkets,  which may amount t o  50% of t h e  market (Higuchi and Pooley 
1985). 

P r i c e s  of l o c a l l y  ha rves t ed  f r e s h  f i s h  are s u b s t a n t i a l l y  h ighe r  

This  i s  mostly f r o z e n  o r  f resh-frozen product.  

Hawaii 's  wholesa le  seafood market i nvo lves  over  100 firms: s p e c i a l i z e d  
seafood wholesa le rs  ( f r e s h  and f rozen  product)  , f r o z e n  food wholesa le rs ,  and 
who lesa l e - r e t a i l  f i s h  d e a l e r s  (Cooper and Pooley 1982).  Forty pe rcen t  of 
t h e  l o c a l l y  harves ted  f r e s h  seafood passes  through two auc t ion  markets,  
whereas t h e  remainder moves d i r e c t l y  from h a r v e s t e r s  (o r  h a r v e s t i n g  
coopera t ives)  t o  who lesa l e r s  and retailers. 

The H a w a i i  a u c t i o n s  r e p r e s e n t  a dramatic  d i f f e r e n c e  from seafood mar- 
k e t s  i n  most p l aces  i n  t h e  U.S. Wilson (1980) emphasized t h e  importance of 
long-term b i l a t e r a l  arrangements between commercial h a r v e s t e r s  and shores ide  
buyers  i n  New England. These arrangements se rved  t o  overcome t r a n s a c t i o n a l  
problems a s s o c i a t e d  w i t h  u n c e r t a i n t y  and l i m i t e d  information.  The H a w a i i  
a u c t i o n s  se rve  t o  pool i n fo rma t ion  on p r i c e ,  q u a n t i t y ,  and q u a l i t y ,  c r e a t i n g  
a quasi-publ ic  good i n  market in format ion  and provide  a b a s e l i n e  f o r  nonauc- 
t i o n  t r a n s a c t i o n s .  Consignment and r e c i p r o c a l  agreements a r e  t h e  primary 
form of t r a n s a c t i o n  i n  t h e  f rozen  seafood s e c t o r  i n  t h e  H a w a i i  market, as 
they are elsewhere.* Such arrangments are a l s o  t y p i c a l  of b i l a t e r a l  agree- 
ments between l o c a l  H a w a i i  h a r v e s t e r s  and who lesa l e r s  who wish t o  avoid 
dependence on t h e  p u b l i c l y  v i s i b l e  auc t ions .  As a r e s u l t ,  t h e  H a w a i i  sea- 
food market combines a s p e c t s  of b i l a t e r a l  exchange w i t h  t h e  advantages of 
s p o t  market. 

COMPETITION AND EXCHANGE 

If w e  look a t  t h e  behavior  of i n d i v i d u a l  wholesa le  f i rms ,  they have 
choices  over time concerning t h e  l o c a t i o n  of t h e i r  supply--whether t o  buy 
d i r e c t l y  from f i s h e r s  o r  u se  t h e  auctions--and cho ices  concerning t h e  compo- 
s i t i o n  of t h e i r  supply--whether t o  s p e c i a l i z e  i n  f r e s h  o r  f rozen  product o r  
t o  d i v e r s i f y ,  A t  a u c t i o n s  major f r e s h  f i s h  who lesa l e  d e a l e r s  are invvlved 
i n  an i t e r a t i v e  buying s i t u a t i o n  where a f i r m ' s  w i l l i n g n e s s  t o  buy i s  a 
f u n c t i o n  of i t s  Eiconomies of scale, and where i t s  w i l l i n g n e s s  t o  buy i s  
a f u n c t i o n  of i t s  b i l a t e r a l  arrangements. S m a l l  f r e s h  f i s h  wholesa le  
d e a l e r s ,  l ack ing  f i n a n c i a l  as w e l l  as d i s t r i b u t i v e  economies of s c a l e ,  have 
less choice  i n  t h e  a u c t i o n  s e t t i n g .  As a r e s u l t ,  small f r e s h  f i s h  whole- 
s a l e  f i r m s  f r equen t ly  purchase from l a r g e r  wholesa le  f i rms.  
s p e c i a l i z e  i n  f rozen  products  would f a c e  s i g n i f i c a n t  in format ion  c o s t s  i f  
they chose t o  begin p a r t i c i p a t i n g  i n  t h e  f r e s h  f i s h  t r a d e  and t h u s  a r e  
un l ike ly  t o  ven tu re  i n t o  auc t ions .  
having developed a market network f o r  l o c a l l y  landed  f i s h ,  can expand i n t o  
f rozen  t r a d e  wi th  r e l a t i v e l y  l i t t l e  a d d i t i o n a l  c a p i t a l  o r  managerial  inves t -  
ment. Their a b i l i t y  t o  break  i n t o  t h e  f rozen  market,  however, i s  con- 
s t r a i n e d  by t h e  j o i n t  product  n a t u r e  of t h a t  market (seafood i s  u s u a l l y  only 

Firms which 

L a r g e r  f r e s h  f i s h  wholesale  d e a l e r s ,  
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A 

Table 1 .--Seafood market channels.  

-- 

T o t a l  Hawaii f i n a l  seafood sales  
$142.4 m i l l i o n  

Hawaii wholesale s e c t o r  sales: $60.7 m i l l i o n  1 

Export : $ 5.8 

I 

Hawaii wholesale  s e c t o r  purchases:  $47.1 m i l l i o n  
i 

Hawaii consumers: Exports from Hawaii: $37.0 m i l l i o n  I 
II 

Hawaii r e t a i l  purchases:  $84.3 m i l l i o n  I 
From h a r v e s t e r s  o r  imports:  $25.4 
From wholesale d e a l e r s :  7 

- H a w a i i  r e t a i l  and processor  purchases: 
$15.3 m i l l i o n  t 

L Hawaii seafood supply: $62.4 m i l  l i o n  

From l o c a l  f i s h e r s :  $24.3 
From imports:  
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one of several products s o l d  by wholesale  f i rms  d e a l i n g  i n  f r o z e n  product) 
and t h e  o v e r a l l  level  of compet i t ion i n  t h a t  market. Their  a l t e r n a t i v e  i s  
t o  combine l i m i t e d  p a r t i c i p a t i o n  i n  t h e  f rozen  import market w i t h  develop- 
ment of t h e  fresh-frozen export  market. 
pioneering a new market and are  a b l e  t o  s h a r e  a v a r i e t y  of p roduc t ive  i n p u t s  
among product states. 

They t h u s  spread t h e  r i s k  of 

We might d e p i c t  t h e  s i t u a t i o n  f o r  f r e s h  f i s h  wholesale  d e a l e r s  as 
f a c i n g  a sinuous production t o t a l  c o s t  curve f o r  u n d i f f e r e n t i a t e d  wholesale  
output  (Fig. 1, TC(*)). I n  range A, c a p a c i t y  i s  extremely l i m i t e d  and 
t r a n s a c t i o n s  c o s t  are high. 
extremely marginal ope ra t ions  from an i n d u s t r y  s t andpo in t .  
have a g r e a t e r  d i r e c t  r e t a i l  share ,  t h u s  sp read ing  t h e i r  purchasing c o s t s  
through t h e  retail  markup. I n  range B, t r a d i t i o n a l  economies of scale t a k e  
over  w i t h  investment i n  g r e a t e r  c o o l e r  and f r e e z e r  space, te lephone systems, 
bookkeeping, t r a n s p o r t a t i o n ,  e t c .  I n  t h i s  range a few f i rms  can develop 
l a r g e  market s h a r e s  and i n d u s t r y  competi t ion as a whole could become 
l imi t ed .  I n  range C, a f i r m  can begin t o  exp lo re  j o i n t  product forms and 
t h e  export  market. This r e q u i r e s  a d d i t i o n a l  c a p i t a l  and managerial  i nves t -  
ment, e s p e c i a l l y  i n  t h e  range of telecommunications and inven to ry  con t ro l .  
Development of a mul t i f ace t ed  seafood market r e q u i r e s  t h i s  s t a g e  even though 
t h e  c o s t s  of f a i l u r e  may prove r a t h e r  high. E s s e n t i a l l y  an expor t  t h re sho ld  
must be mounted be fo re  f u r t h e r  economies of scale  and scope can b e  achieved. 
F i n a l l y ,  i n  range D, l i m i t e d  competi t ion i s  r e i n s t a t e d  by t h o s e  f i r m s  who 
now are a b l e  t o  t a p  t h e  e x p o r t  market a l s o  p l ay ing  a dominant r o l e  i n  t h e  
domestic market. 

A s  such, f i r m s  i n  t h i s  range r e p r e s e n t  
They t end  t o  

S u b s t i t u t a b i l i t y  of product ive f a c t o r s  occur s  a t  an uneven rate w i t h i n  
most ranges and may be completely discont inuous between ranges A and C o r  B 
and D as shown w i t h  TC(!). 
i n  terms of r a t i o n a l i z i n g  a new wholesale  network i n  competi t ion w i t h  exist- 
i n g  firms. 
industry.  I n  H a w a i i ,  t h e  passing of t h e  immediate post-World War I1 genera- 
t i o n  of en t r ep reneur s  and managers i s  one such per iod.  
networks allow economies of scale  and scope, buying arrangements are more 
d i f f i c u i t  t o  r a t i o n a l i z e .  The d e c i s i o n  b o i l s  down t o  a problem of main- 
t a i n i n g  t r a n s a c t i o n a l  e x p e r t i s e  i n  a s m a l l  market--both b i l a t e r a l  and 
auc t ion  purchases r e q u i r e  time and f i n a n c i a l  resources .  There a re  c o s t s  
a s s o c i a t e d  w i t h  p a r t i c i p a t i o n  i n  each mode and t h e  t r a n s i t i o n  between t h e  
two i s  n o t  smooth. Wholesale d e a l e r s  are faced w i t h  s t r a t e g i c  cho ices  i n  
a l l o c a t i n g  . t h e i r  management resources ,  and t h e s e  cho ices  are coznected w i t h  
t h e  depth of t h e i r  f i n a n c i a l  l i q u i d i t y  and t h e i r  w i l l i n g n e s s  t o  f a c e  risk. 

That is, f i n a n c i a l  b a r r i e r s  t o  e n t r y  may exist  

Entry may be l i m i t e d  t o  pe r iods  of h i s t o r i c a l  change i n  t h e  

Although sales 

. 2The f u n c t i o n a l  form of t h i s  t o t a l  c o s t  cu rve  resembles t h e  case of 
mult i -plant  long-run c o s t  curves  desc r ibed  by Henderson and Quandt (1980). 
They in t roduce  a "plant s i z e "  v a r i a b l e ,  K, which causes  f i x e d  c o s t s  t o  be  
an i n c r e a s i n g  func t ion  of product over p l a n t  s i z e s .  The family of short-  
run c o s t  curves  f o r  v a r i o u s  p l a n t  s izes  (K) i s  d i f f e r e n t i a t e d  over  t h e  
long-run, c r e a t i n g  t h e  s inuous,  i f  no t  discont inuous,  c o s t  f u n c t i o n  i d e n t i -  
f i e d  i n  Figure 1 (Henderson and Quandt 1980, p. 89-90). 
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A B c - D Total Output 

Figure 1 .--Wholesale t o t 2 1  c o s t  funct ion.  

The n o n l i n e a r i t y ,  nondiminishing, a s p e c t  of t h e  midrange c o s t  curve 
has a number of i m p l i c a t i o n s  concerning t h e  compe t i t i ve  behavior  of firms. 
Information of t h e  na tu re  of consumer demand and t h e  a b i l i t y  of one 's  
compet i tors  t o  m e e t  t h a t  demand are  important  a s p e c t s  o f  d e c i s i o n  making. 
I n  many ways i t  i s  classic  o l igopo ly  behavior.  A s  Ponssard (1979) has 
shown, in fo rma t ion  about t h e  demand s i t u a t i o n  f a c i n g  the i n d u s t r y  i s  highly 
valued. Firms which are a b l e  t o  t r a d e  on many l e v e l s  are more l i k e l y  to , 

achieve such in fo rma t iona l  advantages,  a l though t h e i r  a c t i v i t y  a t  t h e  
a u c t i o n  may provide i n f l u e n t i a l  clues about their nonauction dec i s ion .  
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One f a c t o r  which a f f e c t s  cho ices  of market p a r t i c i p a t i o n  i s  t h e  f i r m ' s  
a b i l i t y  t o  wi ths t and  f l u c t u t a t i o n s  i n  p r i c e  and quan t i ty .  
va r i ance  i n  seafood q u a n t i t i e s  a v a i l a b l e  throughout t h e  a u c t i o n s  i s  less 
than  f o r  i n d i v i d u a l  b i l a t e r a l  arrangements where buyers depend on t h e  
success  of i n d i v i d u a l  ha rves t e r s .  
reducing t h e  d i f f e r e n c e  i n  t h e s e  v a r i a n c e s  by e s t a b l i s h i n g  a l a r g e  number of 
c o n t r a c t u a l  arrangements w i t h  a d i v e r s e  base of h a r v e s t e r s ,  o r  by holding 
inventory,  Auction p r i c e s  have a g r e a t e r  short-term v a r i a n c e  than  b i l a t e r a l  
p r i c e s ,  even i f  t h e i r  long-term average might be  t h e  same. Thus smaller 
d e a l e r s  might be  leery of dependence on t h e  a u c t i o n  because of t h e  l i q u i d i t y  
i m p l i c a t i o n s  of unexpected high p r i c e  per iods.  
handle t h e s e  types of c o s t s  probably determines t h e i r  market cho ices  
(Carl ton 1979). 

The expected 

Larger d e a l e r s  can bear t h e  c o s t  of 

The a b i l i t y  of f i r m s  t o  

From t h e  r e t a i l  s i d e  of t h e  market, t h e  p i c t u r e  i s  reversed.  The 
expected v a r i a n c e  i n  received p r i c e  i s  s t i l l  probably g r e a t e r  f o r  open 
market ope ra t ions  compared t o  prepurchase consignment arrangements. 
ever, q u a n t i t y  and q u a l i t y  are a l s o  more v a r i a n t .  There are a d d i t i o n a l  
c o s t s  t o  consignment sales: 
i n  unfavorable market cond i t ions .  Trade o f f s  exis t  and l a r g e  f i r m s  are 
probably more a b l e  t o  b e a r  t h e  c o s t  of such consignment sales. I n  t h i s  
case, l a r g e r  f i r m s  may be a b l e  t o  broker  t h e s e  u n s t a b l e  f r e s h  seafood 
t r a n s a c t i o n s  w i t h  t h e  s t a b i l i t y  of f rozen  seafood marketing t o  a t t a i n  
s i g n i f i c a n t  economies of scale. There may be  a t r a n s a c t i o n a l  tendency 
toward monopolis t ic  competit ion.  

How- 

t h e  c o s t s  of c o n t r a c t i n g  and o b t a i n i n g  supply 

ltvo f a c t o r s  prevent monopolization of t h e  i n d u s t r y .  F i r s t ,  al though 
t h e r e  are advantages of scale i n  seafood wholesal ing,  t h e s e  do n o t  o f f s e t  
t h e  high c o s t  of concluding i n d i v i d u a l  c o n t r a c t s  w i t h  h a r v e s t e r s  and 
retailers, 
gene ra l  seafood market, l a r g e r  wholesale  seafood f i r m s  may t end  t o  concen- 
trate on high volume sa l e s  whereas smaller wholesale  d e a l e r s  may be  l e f t  
w i t h  t h e  lower volume sales, I n t e r e s t i n g l y  t h i s  corresponds t o  Okun's 
(1981) conception of shopping behavior  i n  product markets where s t a b i l i t y  of 
t r a n s a c t i o n s  is  one means of reducing in fo rma t ion  c o s t s .  Second, because 
f r e s h  seafood i s  pe r i shab le ,  f i r m  s i z e  i s  l i m i t e d  by geographic market size. 
Although f r e s h  and f r e s h  f rozen  expor t  of l o c a l l y  ha rves t ed  seafood may be  
l u c r a t i v e  i n  a revenue sense,  i t  i s  t r a n s a c t i o n a l l y  expensive and undoubt- 
edly invo lves  more risk. As a r e s u l t  t h e  f r s s h  wholesale  seafood i n d u s t r y  
probably has  a s t r o n g e r  tendency away from n a t r o n a l  c o n c e n t r a t i o n  than most 
i n d u s t r i e s .  The i n t e r n a l i z a t i o n  of d i s t a n t  market frxnctions i s  c o s t l y  and 
e x t e r n a l  o r  m u l t i p l e  i n t e r n a l  markets are r e q u i r e d  f o r  t r a n s a c t i o n a l  e f f i -  
ciency. 

Theref o r e  w i t h  adequate  a v a i l a b i l i t y  of i n fo rma t ion  i n  t h e  

COMPETITION I N  HAWAII' S SEAFOOD MARKETS 

Ind iv idua l  f r e s h  f i s h  who lesa l e r s  have i n c e n t i v e s  t o  o b t a i n  information 
on seafood supply o u t s i d e  t h e  a u c t i o n  s e t t i n g  t o  inform t h e i r  b idd ing  and 
t h e i r  b i l a t e r a l  arrangements. Although t h e i r  a u c t i o n  b i d s  may i n d i c a t e  
expec ta t ions  about t h e  supply of f r e s h  f i s h ,  a l a r g e r  w h o l e s a l e r ' s  a b i l i t y  
t o  purchase l o c a l  f i s h  through b i l a t e ra l  exchange, t o  import  f r o z e n  f i s h ,  
and expand i t s  market through e x p o r t s  provides  a g r e a t e r  l a t i t u d e  i n  auc t ion  
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behavior. Rel iance on the a u c t i o n s  no t  only exposes  t h e  d e a l e r  t o  p u b l i c  
i n s p e c t i o n  b u t  a l s o  s u b j e c t s  t h e  d e a l e r  t o  d a i l y  r e l i a n c e  on t h e  e x t e r n a l  
market. Thus r e l i a n c e  on the a u c t i o n s  reduces the e f f i c a c y  of i n t e r n a l  
c o n t r o l  of t r a n s a c t i o n s .  A s  such, combined market forms make s e n s e  as a 
bus iness  s t r a t e g y .  

The combination of f r e s h  f i s h  auct ioning,  l i m i t e d  backward in t eg ra -  
t i o n ,  and f rozen  f i s h  brokerage allows pool ing of r i s k  and r educ t ion  i n  t h e  
d i s t o r t i o n s  which might otherwise be  caused by r e a c t i o n s  t o  unce r t a in ty .  
Successful  wholesale  seafood d e a l e r s  i n  H a w a i i  combine t y p e s  of marketing 
whereas less s u c c e s s f u l  d e a l e r s  are l i m i t e d  i n  t h e i r  span of t h e  market. 
The r e l a t i v e l y  small number of major wholesale  seafood d e a l e r s  i n  H a w a i i  
i n c r e a s e s  t h e  chance f o r  economies of scale i n  product d i s t r i b u t i o n  and 
information handl ing d e s p i t e  t h e  small s i z e  of t h e  l o c a l  market. T h i s  
combination of market forms i s  a f a i r l y  r e c e n t  phenomenon and appears  t o  
have played an important r o l e  i n  o f f s e t t i n g  a decade (1960-70) of s t agnan t  
f r e s h  f i s h  demand. 

The H a w a i i  a u c t i o n s  are no t  n e u t r a l  ground wherein t h e  famous 
microeconomic paradigm of t h e  i n v i s i b l e  hand i s  played. Commercial 
h a r v e s t e r s  f r e q u e n t l y  engage i n  informal  agreeements t o  schedule  supply t o  
avoid f lood ing  t h e  market, and d e a l e r s  fol low similar behav io r  through 
i n v e n t o r i e s  and b i l a t e r a l  arrangements w i t h  h a r v e s t e r s  t o  schedu le  t h e  
arr ival  of f r e s h  f i s h .  Peterson (1973) observed t h a t  a l though competi t ive 
i n  na tu re ,  t h e  a u c t i o n s  are no t  exempt from t h e i r  s o c i a l  s e t t i n g .  

Thus i t  appears  t h a t  t h e  Honolulu f i s h  d e a l e r s  have avoided some of t h e  
r i s k s  of t h e i r  b u s i n e s s  by e l i m i n a t i n g  extreme competi t ion among themselves 
through a system of e s t a b l i s h e d  s o c i a l  r e l a t i o n s .  The use  of a s o c i a l  
system t o  reduce r i s k  i s  n o t  unusual: f o r  one can t h i n k  of many examples 
where s o c i e t y  p r o t e c t s  i t s  members from t h e  unknown o r  t h e  uncertain.  
(Peterson 1973, p. 229). 

Adams (1981) found market l e a d e r s h i p  i n  H a w a i i  f r e s h  f i s h  wholesal ing 
b u t  t u rnove r  of f i r m s  i n  t h e  market w a s  s u f f i c i e n t l y  high t o  suggest  bar- 
r iers t o  e n t r y  are no t  c r e a t i n g  monopoly cond i t ions .  
(1983) found t h a t  whereas 62% of a u c t i o n  sales go t o  only 4% of H a w a i i ' s  
wholesale d e a l e r s ,  t h i s  n o n e t h e l e s s  r e p r e s e n t s  a moderate i n d u s t r i a l  concen- 
t r a t i o n  r a t i o  (34.9%, a G i n i  c o e f f i c i e n t  c a l c u l a r e d  as t h e  squa re  r o o t  of  
sum of squared market s h a r e s ) .  
t i a l l y  d i f f e r e n t  from t h a t  c h a r a c t e r i z d  by b i l a t e r a l  exchange. Two y e a r s  
auc t ion  r e c e i p t s  show a h i g h  degree of p r i c e  response t o  f l u c t u a t i o n  i n  
q u a n t i t y ,  d e s p i t e  s u b s t i t u t i o n  i n  s p e c i e s  groups (Pooley 1986). Bi la teral  
arrangements, on the o t h e r  hand, are known f o r  t h e i r  f i xed -p r i ce  nature .  
Thus, d e s p i t e  t h e  g r e a t e r  volume of b i l a t e r a l  t r a n s a c t i o n s ,  t h e  a u c t i o n s  
provide h igh ly  v i s i b l e  q u a l i t y  premiums and are t h e  focus  of H a w a i i ' s  f r e s h  
seafood t r a n s a c t i o n s .  

Cooper and Pooley 

Auctions p rov ide  a n  exchange a r e n a  substan- 

Although H a w a i i  i s  surrounded by water, over  h a l f  of i t s  seafood con- 
sumption c o n s i s t s  of f r o z e n  imports.  The f r o z e n  seafood market i s  not 
d i r e c t l y  s u b j e c t  t o  t h e  impact of t h e  f r e s h  f i s h  a u c t i o n  because of l i m i t e d  
s u b s t i t u t i o n .  This  s e c t o r  of t h e  i n d u s t r y  a p p e a r s  t o  b e  more s t a b l e  and 
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more c h a r a c t e r i s t i c  of gene ra l i zed  commodity ag r ibus iness .  However. even i n  
t h e  f rozen  seafood s e c t o r  i s s u e s  of market behavior  arise because of t h e  
i n c r e a s i n g  tendency f o r  l a r g e r  f r e s h  f i s h  d e a l e r s  t o  import  f rozen  seafood 
t o  complement t h e i r  r e s t a u r a n t  t r ade .  
t o  extend the s h e l f  l i f e  of l o c a l l y  caught seafood. i n c r e a s i n g  i t s  compet- 
iveness  w i t h  imported seafood and expanding i t s  c a p a c i t y  f o r  expor t .  As a 
result, f rozen  seafoods expand t h e  l e v e l  of b i l a t e r a l  t r a n s a c t i o n  i n  t h e  
l o c a l  seafood market as a whole. 

Experiments are a l s o  be ing  undertaken 

What has  evolved i s  an  i n c r e a s i n g  s e p a r a t i o n  between major seafood 
wholesale  f i rms  and t h e  smaller t r a d i t i o n a l  f r e s h  f i s h  dea le r s .  Major f r e s h  
f i s h  d e a l e r s  e i t h e r  have a dominant r o l e  a t  t h e  a u c t i o n s  o r  have s u b s t a n t i a l  
b i l a t e r a l  arrangements. Y e t  i n s t e a d  of i n t e n s i f y i n g  t h e  market i n e q u i t i e s  
t h a t  were f r equen t ly  d iscussed  b e f o r e  expansion of t h e  market ( i n  the l a t e  
1970's) .  t h e  new market s t r u c t u r e  appears  t o  be  a s s i s t i n g  t h e  growth of 
Hawaii's seafood indus t ry .  Broader avenues of d i s t r i b u t i o n  now exist f o r  
l o c a l  ha rves t ing  f i rms  and some v a r i e t i e s  of l o c a l  seafood are becoming 
luxury items wi th  n a t i o n a l  markets. 
improving because economies of scope and scale can be  r e a l i z e d .  
t h e  s inuous product ion f u n c t i o n  sketched i n  F igu re  1, h i s t o r i c a l  evidence 
exists on ranges A and B i n  H a w a i i ' s  seafood markets  be fo re  1975. and more 
r ecen t  evidence sugges ts  behavior  i n  ranges C and D f o r  s u c c e s s f u l  f i rms.  

As a r e s u l t  t h e  exchange environment i s  
I n  terms of 

Although f rozen  seafood i s  important  throughout  t h e  market v e r y  small 
f i rms  tend  t o  concen t r a t e  on f r e s h  f i s h  s a l e s  and 40 of 118 wholesa le  f i s h  
d e a l e r s  have no t r a d e  i n  f rozen  product  a t  a l l .  As a r e s u l t  many s m a l l  
f i rms  i n  t h e  wholesale  network a r e  a c t u a l l y  engaging i n  who lesa l e - r e t a i l .  
some i n  c e n t r a l i z e d  re ta i l  markets.  
ness. b u t  i t  is  a much sma l l e r  s h a r e  of t h e i r  bus iness . )  There i s  a 
p o s i t i v e  c o r r e l a t i o n  between f i r m  s i z e  and percentage  of bus iness  a t  t h e  
wholesale  l e v e l  (r  = 0.28. P = 0.01) and a n e g a t i v e  c o r r e l a t i o n  ( r  = -0.43. 
P = 0.00) between wholesale  bus iness  and percentage  of revenue obta ined  
from f r e s h  f i s h  (Cooper and Pooley 1983). T ransac t ions  theory  sugges t s  
several reasons  why this might be  so. Customs and warehousing 
requirements.  problems w i t h  hold ing  c o s t s  wh i l e  f o r e i g n  product  i s  
inspec ted  by t h e  Food and Drug Adminis t ra t ion.  and t h e  d i f f i c u l t i e s  
involved i n  making p r o f i t a b l e  t r a d e  arrangements c o n t r i b u t e  t o  s c a l e  

r o l e  s i n c e  smal le r  d e a l e r s  may not  be a b l e  t o  compete e f f e c t i v e l y  wi th  t h e  
consol ida ted  d e a l e r s  of f rozen  products  i n  terms cf  s t o r i n g  and d e l i v e r i n g  
f rozen  product.  Although i t  i s  p o s s i b l e  f o r  s p e c i a i i z z t i o n  i n  an  
i n d i v i d u a l  t r a n s a c t i o n  "market." t h i s  does not  seem t o  be a s t a b l e  
phenomenon. 

(Large f i r m s  a l s o  have a r e t a i l  busi-  

9 economies f o r  import ing fore igr ,  f rozen  product.  Technology a l s o  p l ays  a 

D i v e r s i t y  i n  product l i n e  i s  apparent ly  impor tan t  f o r  e s t a b l i s h i n g  a 
p o s i t i o n  i n  t h e  market. a l though t h e  i n d u s t r y  i n v o l v e s  some f i rms  which 
s p e c i a l i z e  t o t a l l y  i n  f r e s h  product  (27 f i rms.  most ly  small)  and i n  f rozen  
product (20 f i rms) .  Firms a l s o  s p e c i a l i z e  i n  p a r t i c u l a r  product groups. and 
i n s o f a r  as concent ra ted  market s t r u c t u r e  i s  important .  i t  i s  found w i t h i n  
s p e c i f i c  segments of t h e  market (e.@;.. f r e s h  o r  f rozen ,  and s p e c i e s  groups) 
r a t h e r  t han  i n  t h e  market a s  a whole. This  confirms t h e  importance of 
informat iona l  assets i n  a heterogenous market. 
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Concentrat ion r a t i o s  c a l c u l a t e d  on varieties of seafood handled suggest 
t h a t  f i r m s  a l s o  s p e c i a l i z e  i n  p a r t i c u l a r  s p e c i e s  and look  f o r  s p e c i f i c  
market areas of comparative a d ~ a n t a g e . ~  Recognizable d i f f e r e n c e s  and dis-  
t i n c t i o n s  i n  ttseafood" al low i n d i v i d u a l  f i r m s  t h e  oppor tun i ty  of a c t i n g  as  
monopolis t ic  compet i tors  by promoting s p e c i f i c  brands o r  q u a l i t y  premiums 
w i t h i n  their  sphere of t h e  market. 

Nonetheless,  a weighted concen t r a t ion  r a t i o  based on s p e c i e s  concen- 
t r a t i o n  f o r  t h e  i n d u s t r y  as a whole i n d i c a t e s  much less  concen t r a t ion  i n  t h e  
handl ing of i n d i v i d u a l  s p e c i e s  t h a n  p rev ious ly  w a s  suspected i n  H a w a i i . 4  
This might suggest a higher  degree of product homogeneity and s u b s t i t u t i o n  
than is commonly a t t r i b u t e d  t o  H a w a i i ' s  seafood markets,  as w e l l  as t o  t h e  
importance of economies of scope. 
i n s i g n i f i c a n t )  c o r r e l a t i o n  ( r  = -0.10, P = 0.29) between s p e c i e s  concentra- 
t i o n  and f i r m  size,  perhaps i n d i c a t i n g  t h a t  l a r g e r  f i r m s  may b e  more diver- 
s i f i e d  t r a d e r s  b u t  only marginal ly  so. 

There i s  a n e g a t i v e  (bu t  s t a t i s t i c a l l y  

Retail f i rms  (supermarkets, r e s t a u r a n t s ,  etc. need a d i v e r s i t y  of 
seafood and can look t o  p a r t i c u l a r  wholesale  d e a l e r s  f o r  supply. 
reduces t h e i r  information and t r a n s a c t i o n a l  burdens i f  s p e c i e s - s p e c i f i c  
s t ra ta  of t h e  market are de l inea ted .  I n  gene ra l  the retail  market allows 
s u b s t i t u t i o n  although g e n e r a l l y  w i t h i n  s p e c i e s  and product form groups 
(Pooley 1986). 

T h i s  

The r o l e  of export-import and in t r amarke t  wholesale  a c t i v i t y  a l s o  
provides  l a t i t u d e  f o r  g r e a t e r  t r a n s a c t i o n a l  d i v e r s i t y ,  and thus  g r e a t e r  
chance for b u s i n e s s  growth through inventory c o n t r o l  and market segmenta- 
t i o n .  Because of t h e  d i s t i n c t i o n  between f r e s h  f i s h  d e a l e r s  and wholesalers  
handl ing f rozen  f i s h  (97.7% of f r o z e n  f i s h  i s  imported) ,  t h e r e  appears  t o  be 
no c o r r e l a t i o n  between f i r m  s i z e  and percentage of sales made t o  o the r  
who lesa l e r s  o r  w i t h  percentages of purchases from o t h e r  wholesale  firms. 
However, a r a t i o  measuring a f i r m ' s  tendency t o  purchase f i s h  from a s o l e  
source i n d i c a t e s  a nega t ive  c o r r e l a t i o n  between such c o n c e n t r a t i o n  and f i rm 
size ( r  = -0.36. P = 0.01). Larger  f i r m s  o b t a i n  economies of scale  and 
scope p r e c i s e l y  because they can d i v e r s i f y  t h e i r  product l i n e s ,  t h e i r  
sources  of supply,  and t h e  f i n a l  sa les  l o c a t i o n s .  T h i s  i n c r e a s e s  t h e i r  
t r a n s a c t i o n  c o s t s  bu t  reduces r isks  and maximizes o p p o r t u n i t i e s  f o r  p ro f i -  
t a b l e  sales. 

3 S p e c i e ~  concen t r a t ion  r a t i o s  were c a l c u l a t e d  as Gini-Herfindahl 
c o e f f i c i e n t s  of product s h a r e  w i t h i n  each f i r m  € o r  1 2  s p e c i e s  ca t egor i e s .  
The r a t i o s  ranged from 40 t o  100% w i t h  an average of 74% on a t h e o r e t i c a l  
range of 28.9% f o r  equal d i s t r i b u t i o n  of a l l  species i n  a f i r m ' s  product m i x  
t o  100% f o r  c o m p l e t e - s p e c i a l i z a t i o n  i n  j u s t  one s p e c i e s  (Cooper and Pooley 
1983). 

The i n d u s t r y  s p e c i e s  composition G i n i  c o e f f i c i e n t s  were c a l c u l a t e d  
over a l l  f i r m s  f o r  each of t h e  12 s p e c i e s  groups. The r a t i o s  ranged from 
33% f o r  t unas  ( i n d i c a t i n g  most firms t r a d e  i n  tuna )  t o  66% f o r  r e l a t i v e l y  
r a r e l y  t r a d e d  s p e c i e s  such as s h a r k  and opelu (a nearshore p e l a g i c  spec ie s ) .  
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There i s  a f a i r l y  s t r o n g  p o s i t i v e  c o r r e l a t i o n  between e x t e n t  of p a r t i -  
c i p a t i o n  i n  t h e  auc t ions  (percentage  of a f i r m ' s  t o t a l  purchases)  and t h e  
percentage of f rozen  seafood i n  a f i r m ' s  t o t a l  revenue (r  = 0.34, P = 0.01). 
Although c o r r e l a t i o n  between f i rm s i z e  and t h e  use of t h e  a u c t i o n s  i s  f a i r l y  
l o w ,  t h e  p o s i t i v e  c o r r e l a t i o n ,  combined w i t h  a p o s i t i v e  c o r r e l a t i o n  between 
f i rm size and r o l e  of f rozen  product ,  suppor t s  t h e  i d e a  of complementarity 
between use  of t h e  auc t ion  and f rozen  seafood. 
f i r m s  have a v a r i e t y  of sou rces  from which t o  o b t a i n  t h e i r  seafood,  t h e  
l a r g e r  f r e s h  f i s h  wholesale  d e a l e r s  tend t o  p lay  a l a r g e r  r o l e  i n  t h e  
a u c t i o n s  where q u a l i t y  and p r i c e  s t anda rds  a r e  set. 
firms p a r t i c i p a t i n g  i n  t h e  auc t ions ,  then 72% of a l l  a u c t i o n  f i s h  i s  
purchased by j u s t  f i v e  f i rms ,  The same f i rms  account f o r  40% of a l l  seafood 
purchased by f i rms  handl ing  f r e s h  f i s h ,  and 50% of a l l  f r e s h  f i s h  purchases.  

Although l a r g e  wholesa le  

When cons ide r ing  only 

It appears  t h a t  t h e  a u c t i o n s  are most important  f o r  i n s u r i n g  cont inued 
access t o  supply, f o r  ob ta in ing ,  on a cont inuing  b a s i s ,  high q u a l i t y  f r e s h  
f i s h ,  and f o r  providing a means of examining t h e  behavior  of o t h e r  dea le r s .  
A t  t h e  same time, small f i r m s  appear  t o  be denied t h e  p o s s i b i l i t y  of us ing  
f rozen  product  t o  s t a b i l i z e  supply and develop t h e i r  market sha re ,  presum- 
ab ly  because of inventory and t r a n s a c t i o n  cos t s .  
unce r t a in  demand and supply horizon,  s m a l l  f i r m s  may c a r r y  more f r e s h  
product  than  they would wish, reducing t h e i r  c a p a c i t y  f o r  d i v e r s i f y i n g  i n t o  
f rozen  product  ca t egor i e s .  I n a b i l i t y  t o  adequate ly  a d j u s t  f o r  risk and 
u n c e r t a i n t y  reduces a f i r m ' s  o p p o r t u n i t i e s  (Pindyck 1982). S m a l l  wholesale  
seafood f i rms  a l s o  must f a c e  t h e  g r e a t e r  cash  flow re sources  of t h e  l a r g e r  
f i rms  when b idding  i n  t h e  a u c t i o n s  and t h i s  reduces t h e i r  a b i l i t y  t o  f i l l  
h igh  margin re ta i l  con t r ac t s .  

With an i r r e g u l a r  or 

CONCLUSION 

Analyses of apparent ly  o l i g o p o l i s t i c  i n d u s t r i e s  have s t r e s s e d  t h e  
importance of "con te s t ab le  markets" i n  which t h e  number of f i r m s  and t h e  
n a t u r e  of t h e i r  product i s  less important  i n  p r e d i c t i n g  market behavior  than 
t h e  c h a r a c t e r  of t h e  compet i t ion  they a c t u a l l y  f a c e  (Baumol 1982).  There 
are a number of f a c t o r s  i n  H a w a i i ' s  seafood markets  which might war ran t  t h e  
conclus ion  that  s i g n i f i c a n t  Isarket imperfec t ions  exist. C e r t a i n l y  the c o s t  
of t r a n s a c t i o n s  r e s u l t i n g  from d i s t a n c e  i s  s i g n i f i c a n t  i n  e s t a b l i s h i n g  

\ mainland U. S. and fo re ign  markets.  

However, t h e  e x i s t e n c e  of h ighly  v i s i b l e  compet i t ive  i n s t i t u t t o n s  ( t h e  
auc t ions )  seems t o  reduce t h e  importance of Gther market h p e r f e c t i o r l s  and 
diseconomies, such as d i s t ance .  I n  add i t ion ,  t h e  geographica l  c e n t r a l i z a -  
t i o n  of H a w a i i ' s  domestic market provides  a v i a b l e  means of b i l a t e r a l  
arrangement between h a r v e s t e r  and retailer which adds an element t o  t h e  
compet i t ive  balance.  Neither might be  a b l e  t o  s u s t a i n  t h e  compet i t ive  norm 
alone,  b u t  i n  concer t  a v i a b l e  market has  been preserved.  

The c l a s s i c  r o l e  of wholesa le  f i rms  i s  t o  use i n v e n t o r i e s  t o  s t a b i l i z e  
t h e  flow of product ion t o  t h e  r e t a i l  s e c t o r .  Y e t  f r e s h  f i s h  i n v e n t o r i e s  are 
i n h e r e n t l y  short- l ived.  
i nc ludes  time-area c l o s u r e s  w i l l  p lay havoc wi th  t h e  wholesa le  market u n l e s s  
domestic f i s h e r s  have access t o  close s u b s t i t u t e s .  I n  Hawaii such c l o s u r e s  

A government f i s h e r i e s  managment po l i cy  t h a t  
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could have a p a r t i c u l a r l y  nega t ive  impact on t h e  a b i l i t y  of t h e  l o c a l  
f i s h i n g  i n d u s t r y  t o  main ta in  i t s  newly inc reased  s h a r e  of Hawaii's h o t e l  
r e s t a u r a n t  market and t o  p e n e t r a t e  mainland United States and Japanese  
markets. On t h e  o t h e r  hand. development a c t i v i t i e s  which promote vessel 
s t o r a g e  c a p a c i t i e s  o r  s h e l f - l i f e  of f r e s h  f i s h  might p lay  a major role i n  
s t a b i l i z i n g  f r e s h  f i s h  supply and t end  t o  r a t i o n a l i z e  commercial f i s h i n g  
s t r a t e g i e s  which are now d i c t a t e d  by f e a r  of market g l u t s .  

I n  a s i t u a t i o n  of ex a n t e  d i sequ i l ib r ium,  wholesa le  f i r m s  a c t  t o  
ba lance  producer and consumer behavior  i n  t h e  s h o r t  run. They do this not  
only through i n v e n t o r i e s  b u t  a l s o  by expanding t h e  range of t r a n s a c t i o n s  
over  what would be  e f f i c i e n t  f o r  i n d i v i d u a l  producers  and r e t a i l e r s .  How- 
ever, i n  doing S O ,  t r a n s a c t i o n s  tend  t o  become b i l a t e r a l .  As such. market 
p r i c e  de te rmina t ion  i s  uncer ta in .  The e x i s t e n c e  of a spo t  market,  even when 
only a s u b s i d i a r y  segment of t h e  market, appears  t o  improve t h e  s t r e n g t h  of 
p r i c e  s i g n a l s  i n  such d i s e q u i l i b r i u m  s i t u a t i o n s .  I n  f a c t o r  markets ,  quan- 
t i t y  ad jus tments  t o  d i s e q u i l i b r i u m  may have s i g n i f i c a n t  s o c i a l  c o s t s .  I n  
consumer product  markets,  d i sequ i l ib r ium may have a longe r  term b e n e f i t  by 
encouraging t h e  i n t e r n a l i z a t i o n  of exchange a c t i v i t i e s  i n  wholesa le  f i r m s  
and promoting i n  product s u b s t i t u t i o n .  The "mixed market" form explored  i n  
t h i s  paper appears  t o  avoid  a number of market d i s t o r t i o n s  which might 
otherwise occur  i n  s i t u a t i o n s  of u n c e r t a i n t y  and c o s t l y  information.  
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